NSTAR Electric

Department of Telecommunications and Energy
D.T.E. 03-121

Record Request: TEC-2

May 4, 2004

Person Responsible: Henry C. LaMontagne
Page 1 of 1

Record Request TEC-2 (Tr. 2. at 260)

Please provide the Companies’ most recent merger-savings report.

Response

Attachment RR-TEC-2 includes NSTAR Electric’s December 4, 2003 Merger
Savings Report and the Company’s Updated Merger Savings Report, as filed on
March 18, 2004. Please note that the attachment represents a bulk document and,
as such, only two (2) copies are being provided to the Department. Please also
note that the Updated Report filed on March 18, 2004 includes a typographical
error on the cover page indicating a date of March 18, 2003.
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KEEGAN, WERLIN & PABIAN, LLP RR-TEC-2

ATTORNEYS AT LAW
265 FRANKLIN STREET
BOSTON, MASSACHUSETTS ©02110-3113 TELECOPIERS:

617)951- 1354
&17) 951-1400 B17)951- 0586

December 5, 2003

Mary L. Cottrell, Secretary

Department of Telecommunications and Energy
One South Station

Boston, MA 02110

Re:  D.T.E.99-19, Boston Edison Company, Cambridge Electric Light Company,
Commonwealth Electric Company, NSTAR Gas Company, NSTAR Merger
Savings Report

Dear Secretary Cottrell:

Enclosed for filing is the Merger Savings Report (the “Report™) of Boston Edison - -
Company, Cambridge Electric Light Company, Commonwealth Electric Company and
NSTAR Gas Company (“NSTAR” or the “Company”) in the above-referenced
proceeding. The Company is filing this Report in compliance with an order of the
Department of Telecommunications and Energy (the “Department”) in BEC Energy-"
COM/Energy Merger, D.T.E. 99-19 (1999), which directed NSTAR to file a one-time -
report of cost-savings measures taken and the results achieved during the rate freeze.
D.T.E. 99-19, at 86. :

This Report presents the actual cost reductions achieved by the Company in 2001
and 2002 and compares those reductions to the savings forecasts presented in D.T.E.
99-19 by the Company’s expert witness, Mr. Thomas J. Flaherty. To facilitate this
analysis, the Company adhered to the organization and methodology presented by -Mr.
Flaherty, which were reviewed and accepted by the Department in the rate plan
proceeding. See, D.T.E. 99-19, at 68-73. Mr. Flaherty’s testimony and exhibits (TJF-1
through TIF-5) from D.T.E. 99-19 are cited in this Report and are presented in
Appendlx 1. For each cost category, the Report describes:

= the anticipated source of the savings as set forth in D.TE. 99-19;
= the basis of the savings-forecast calculation in D.T.E. 99-19;

= the actual results, indicating whether the Company achieved the forecast -
savings;

= the reason for any major deviations from the forecast level (above or below); -
and

= the methodology used to calculate actual merger savings for each category,
which in all cases is consistent with the approach used by Mr. Flaherty



Letter to Secretary Cottrell
D.T.E. 99-19 :
December 5, 2003

Page 2 .

As discussed in the Report, the Company achieved or exceeded the forecasted
merger-related savings in almost every cost area. In the aggregate, merger-related savings
in operation and maintenance expenses totaled approximately $122 million in 2001-2002,
compared to a forecast level of $93 million. The Company achieved an additional $38
million in merger-related energy-supply savings in 2001-2002, compared to a forecast
level of $2 million. Merger-related capital savings for 2001-2002 were $63 million,.
- compared to a forecast savings of $46 million.’ '

Please note that in D.T.E. 99-19, the Department granted the Company’s Motion . -
for Protective Treatment of sections C and J of Mr. Flaherty’s savings analysis. See,
- Tr.3, at 130-131, D.T.E. 99-19. These sections were included in copies of the Report

delivered to the Department and the Attorney General, but are omitted from the copy filed
for the public record. : o

. This filing fulfills the Company’s compliance obligations under D.T.E. 99-19. If -
there are any questions, please do not hesitate to call. Thank you for your attention to this
_matter. ’

Sincerely,

Enclosure

cc: Service List

As discussed in the Report, the achievement of savings in any particular cost category does not
necessarily mean that the overall cost level of that category has decreased from year to year. In
general, merger-related-savings have offset, in whole or in part, cost increases experienced in each
category as a result of a number of factors including, but not limited to, inflation, changes in tax
rules, legislatibn, and regulatory requirements and overall economic circumstances. In addition;
~the Company has experienced significant cost increases in certain categories evaluated by Mr.
Flaherty for system-reliability improvements. ‘
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